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The urbanisation 
imperative 


Why India needs liveable, sustainable and 
well-managed cities 


he bidirectional link between industrialisation and economic 

development is urbanisation. Like conjoined twins, urbanisation 

and development are never observed alone. The story of economic 
growth and human development is the story of civilisation, the growth of 
cities. All human achievements are the result of ideas, and the city as an idea 
must rank among the greatest and the most ancient of ideas. 

It is an analytically and empirically verifiable fact that cities are the 
engines of growth that power all economic development. Therefore it 
is argued that for catalysing economic development, a policy of assisting 
the inevitable (and indeed desirable) urbanisation through the creation of 
liveable, deliberately designed cities is effective and efficient. 

The development of economies largely follows a predictable trajectory 
where the majority of the labour is first employed in agriculture, then in 
industry, and finally in services. With rising productivity, agriculture releases 
labour to industry, which in turn through the use of technology becomes 
more efficient and releases labour to the services sector. 

The services sector is of particular importance because it is where 
research in the sciences and development of technologies occur; it is where 
ideas are generated. Those ideas are critical for greater productivity and 
production in the two older sectors—agriculture and manufacturing— 
which consequently release more labour for the services sector. The 
production, delivery and consumption of services happen more efficiently 
in cities. 


Humanity is getting rapidly urbanised. About 27 million people—- 
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about three percent of a total of 900 million—lived in 
cities in 1800; by 1900, 10 percent of 1.6 billion were 
urban; now over half of the world’s 6 billion live in cities. 
It is estimated that over 70 percent of the world’s 10 
billion people of 2050 will be urban. 

Despite all the negatives such as crime, pollution 
and overcrowding one associates with them, cities are 
disproportionately productive. Today around the 1.2 
billion people living in 40 mega regions of the world 
produce two-thirds of the world’s output of goods and 
services. They also produce more than 85 percent of 
all global innovation. A person living in a mega-region 
compared to a person not living in a mega-region is eight 
times as productive in terms of goods and services, and 
about 24 times as productive in terms of innovations. 

Cities “manufacture” wealth. This is literally true 
as most manufacturing occurs in urban locations. That is 
why rich economies are predominantly urban, and those 
economies that are largely rural are relatively poor. The 
transition from a poor economy to a rich one depends 
on the transition of the majority of the population from 
being rural to urban. The central concern of economic 
growth is the development of people. The development 
of rural populations must not be conflated with the 
development of rural areas and the rural population 
cannot be—and must not be—confined to villages. The 
rural population has as much right and the aspiration 
to live and work in cities as anyone else. In fact, rural 
populations will get urbanised whether one likes it or 
not. There is an instinctive drive which motivates people 
to seek greater opportunities in places where there 
are greater choices. As the great scholar of urban areas 
Jane Jacobs put it, “The point of cities is multiplicity of 


choice.” 


Building from scratch 

India’s urbanisation cannot be accomplished with the 
stock of existing cities. They are already bursting at 
the seams and cannot conceivably accommodate the 
300 million estimated to be added to the urban areas 
by 2030. There is an urgent need to create new urban 
centres that are designed to be efficient, human centric, 
and liveable. 

That is the greatest opportunity India has— 
of building from scratch to take advantage of all the 
knowledge of how to build cities and specifically to avoid 
the mistakes of the previous generation of cities—which 
is not available to any developed economy such as the 


United States. American cities are notoriously inefficient 
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in terms of resource use and sustainability. Their legacy 
urban centres will burden the transition to living in 
more sustainable cities. 

Just like India leapfrogged the expensive landline 
era and became a leader in the use of cheaper, modern 
and more flexible wireless telecommunications, India 
can urbanise more efficiently and faster by building new 
cities instead of the costly exercise of giving old cities 
and towns expensive face-lifts. 

This author has proposed that India needs new 
“designer cities”: cities that are deliberately designed and 
that have a distinct character to them. Complex artefacts 
such as computers and commercial jetliners are the 
product of deliberate design learned over generations 
of hard work. Cities are some of the most complex 
creations of humans and must be designed to be good. 

The distinctive characters of cities arise from the 
major functions that cities serve such as commercial, 
financial, educational, recreational, pilgrimage, art, 
manufacturing, and hundreds of other activities. 
Singapore, for example, serves as a financial hub for 
South East Asia much as London and New York do for 
the Western world. It was deliberately designed to be 
one. Similarly a city could be designed with the primary 
purpose of hosting a set of great universities, and so would 
need all associated supporting services such as theatres, 
art, museums and sports. A city whose core function is 
manufacturing would have different needs such as access 
to ports, vocational institutions and transport hubs. 

There are many interesting ideas on how to enable 
urbanisation. Paul Romer, senior fellow at Stanford 
University, has been promoting the idea of “charter 
cities.” A charter city is a green-field project that starts 
off with a constitution or a set of rules. People and 
organisations which like the charter come together to 


o 


build the city. Mr Romer says, “...[P]roposing some 
new rules [in a charter city] and then asking who would 
like to opt in—who would like to live under these new 
rules—could give us a mechanism to reform the rules 
under which we live, to change them, to improve them 
much more rapidly.” 

India is at that stage of its development where 
bold policy decisions have the potential to accelerate 
its economy and thus lead hundreds of millions out of 
poverty and into prosperity. The time is ripe for a national 
policy that allows new cities to develop and permits the 
market mechanism to fund them. India needs to adopt 
big ideas because the idea of India is too big to be paired 
with little ideas. 


Renewing the Mumbai 
project 


Why tt is time to revive the plan to develoo 
the city into an intemational financial metropolis 


geoeconomics 


Retrospective and perspective PERCY MISTRY 
he High Powered Expert Committee’s (HPEC) report on Mumbai 
as an International Financial Centre (MIFC) appeared in April 2007. 
Since then, the global economy has witnessed its worst downturn in 

80 years. The ensuing global trauma is ascribed to the failure of finance. But 

there is still much confusion and conflation about what failed. Thousands of 

answers have been advanced. But key questions remain. Some of the right 

questions have not been asked. 

Was it a failure of: Anglo-Saxon finance; large, complex financial 
institutions (LCFIs) too systemically significant to be permitted to fail; hedge 
funds and arbitrageurs; inter-bank credit markets; credit default swaps; 
asset-backed securities and collateralised debt obligations; securitisation and 
risk transfer; key financial supporting sub-systems, such as risk assessment 
and management systems, credit rating systems and agencies, internal and 
external accounting, reporting and audit systems and firms; or systems for 
global financial coordination or of regulatory systems and architecture? 

When these questions are examined, what are seen as obvious failures 
seem neither failures nor obvious and the real failures seem to be deliberately 
obscured. Banks and bankers are blamed for the disaster that has befallen. 
The other side of that same coin—banks got into trouble because borrowers 


(individuals, households, companies and governments) defaulted, whether 


because of changed circumstances, or because they borrowed under false Percy Mistry is chairman of the Oxford 


and 


prospectuses—is not condemned. Can bad lending occur without bad 
the High Po 


borrowing? Mumbai as an Intematione 
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Nevertheless, because of the debacle, much of 
what the HPEC report recommended in 2007 is seen 
as misguided. It reflected misplaced faith in Anglo-Saxon 
finance. Therefore, say its critics, its recommendations 
need to be scrapped or revised. This seems to be the 
view of some local commentators and the RBI. Both are 
wrong. Believing that the failure of finance was the cause 
of the current debacle misses the forest for the trees; 
it emphasises the meso and micro over the macro. For 
that reason, it is otiose to suggest that HPEC report was 
misguided. Much of what it said remains as valid today 
as it was before. 

The real failure that resulted in the Great Recession 
of 2008-09 lay not in finance but in macro-financial 
policy, compounded by faith in over-indebtedness; a 
belief that you could have it all now and pay for it later. 
‘Failure of finance’ was but a symptomatic manifestation 
of these deeper, more profound failures. 

The eternal verity is that the root of financial failure 
lies always in a fatal trinity: prolonged fiscal, monetary 
and social policy incontinence; emergence of a culture of 
borrowing and dependency in governments, companies 
and households; and inevitable corrections of asset prices, 
that are at first inflated by easy credit, but later collapse, 
because they cannot be supported by future cash flows. 

The real cause of the Bush-Greenspan-Brown 
debacle has been failure on the part of the West. It 
lived beyond its means. It waged unaffordable wars and 
created unaffordable welfare states through borrowing, 
thus creating perverse incentives in overpriced labour 
markets. Doing so has made the West uncompetitive and 
bankrupt. The West financed these follies as the issuer of 
reserve currencies, able to sustain bad borrowing from 
around the world without having to go cap in hand to the 
IMF or World Bank. 

The last two years reflect a recognition of those 
realities through financial market dislocation. Earlier 
such follies were portrayed as the West absorbing 
China’s excess savings. But the reverse was true. China 
was generating surplus savings because the West was 
on a consumption binge it could not afford. It was 
financed by reserve accumulating countries. Financial 
failure occurred because governments, companies and 
households in Western countries over-spent and over- 
borrowed, not just because banks were foolish. Western 
governments and central banks pursued policies 
making borrowing excessively cheap and plentiful. The 
recession of 2008-09 was the inevitable denouement. 


The consequences of over-borrowing that monetary 


policy encouraged emerged in US and UK asset markets 
(housing). As lenders absorbed asset value losses they had 
to ‘adjust structurally’ to reduced circumstances. The rest 
of the world had to adjust to a fall in global demand. That 
sharp, sudden adjustment surfaced as a global recession. 
Like all such adjustments it will end. New problems will 
emerge requiring another set of adjustments, thwarted 
by other profound policy errors. 

These include the resort to unsustainable deficits 
and money printing by the West and by China’s self- 
serving refusal to permit its currency to appreciate. 
China is defending the indefensible. It is asserting a 
permanent right to export goods to, and import jobs 
from, the rest of the world. By doing so, it will trigger 
more protectionism, and will possibly precipitate the 
unthinkable—obliging the rest of the world to impose 


collectively a uniform countervailing duty of 25-40 


The space vacated by the 
West in providing global 
financial services is now 
being filled by Chinese 
and other Asian financial 
services providers and not 


by Indian firms. 
Ne | 
percent on imports from China. Its folly underlines a 
key message of HPEC report—any economy which is 
significant to the global economy must have an open capital 
account with market-driven exchange rate flexibility to 
permit seamless equilibration of imbalanced current 
accounts. Using the developing country argument to 
forestall that indefinitely will not work. 

This retrospective digression is material to 
revisiting the HPEC report. It highlights the continued 
misalignment of macro-financial policies in India that 
run all the risks that have materialised elsewhere. 
India’s macro-financial policies display some of the 
characteristics of the United States and the European 
Union. The risks they were running were signalled 
in the year 2000 but no one paid attention. However, 
unlike the US and EU, India has lower consumption. It 
has higher savings and investment, supported by capital 
inflows which RBI is trying to thwart in inexplicable, 
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unpredictable ways. Those differences make India’s 
policy sins more affordable and forgivable, but not 
forever. A less primitive financial system, of the kind 
advocated by the HPEC report, would highlight the 
future dangers of pursuing such policies. Also, the space 
vacated in providing global financial services is now 
being filled—by default—by Chinese and other Asian 
financial services providers and not by Indian firms. That 
represents a wasted opportunity for India which opened 


the global market for services. 


Revisiting the Mistry report 

In 2007 the HPEC report made over 50 specific 
recommendations with timelines for each. These have all 
expired. It would be useful to focus on its agenda for 
action in the post-2010 context. 

Sound macroeconomic and financial policies: Reviewing this 
10-point agenda now, there is no argument about the need 
to pursue sensible macro-policies. Actions though, speak 


louder than words. In India actions have been opposite to 


What is happening 

to Mumbai as a city 
compromises its prospects 
of becoming a credible 
international financial centre 
in the foreseeable future. 


what was recommended. To an extent that was a response 
to the crisis. But India has not experienced a recession 
or depression. It has had a growth-recession. Even if 
the fiscal and monetary stimulus has been vindicated by 
outcomes so far, it has to be asked how much longer the 
stimulus can be sustained before the cure becomes worse 
than the disease. 

An independent Debt Management Office: On debt 
management there has been glacial movement on the 
creation of an independent DMO and the RBI has fought 
hard to prevent it from materialising. It has marshalled 
old hands to argue, without logic or substance, that, even 
if it is the right thing to do, it is not the right time to 
do it. Meanwhile, although the merits of issuing rupee- 
denominated Indian public debt in global debt markets 
seem obvious there has been reluctance to go down that 


road. This has had deleterious consequences for domestic 
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debt markets and for the pursuit of a more sensible 
monetary policy. 

Strengthening the bond-currency-derivative nexus: There has 
been glacial progress in strengthening the BCD nexus 
in India. The RBI continues to prevent things from 
happening, slowing them down, or allowing them to 
happen with restrictions that ensure that what was 
intended is thwarted. That has certainly been the case 
with introducing interest rate and currency derivatives 
in India. The introduction of credit derivatives will 
probably be opposed even more obtusely. 

Integrated financial markets: The issue of integrating 
financial markets and moving toward unified regulation 
was always contentious. There is much dissent across the 
globe signifying confusion and a lack of consensus within 
and across countries about the right way to go. There are 
now several camps advocating different things. The RBI 
uses any argument from any camp that suits its purpose 
at any time. Some in the UK would like to abandon the 
UK-originated model of financial regulation which has 
spread around much of the world and worked well. 
Equally, there are those in the US who would like to 
do the opposite with the Federal Reserve. They wish to 
introduce UK-style central banking (limited to monetary 
policy) and regulation via a single regulator instead. 
Others would re-introduce the former separation of 
commercial from investment banking in order to: 
downsize firms that are “too big and too systemically 
important to fail”; limit future bailouts; and separate the 
utility functions of finance from casino functions. Still 
others would like to limit balance sheet size but permit 
multiple functions. 

The arguments made by different camps are 
based on false understandings of where failures have 
occurred and what caused them. Some of the remedies 
proposed could have more disastrous consequences than 
the diseases diagnosed. The result is that not much has 
changed in the global financial world. Changes there 
will be. But they will be marginal rather than the radical 
changes that the critics of finance would like to see. 

However, the HPECrecommendations onregulation 
remain valid. The crisis provides no incontestable 
reasons to change them. India would be better served 
by an RBI that is independent; whose role is limited to 
sound monetary policy and ensuring systemic stability. 
As the report suggested, regulation and supervision 
of all financial services should be delegated to a single 
regulator that would consolidate the present supervision 
departments of RBI, all of SEBI, IRDA, and the Forward 


Market Commission. 

Principles-based regulation: On the issue of principles vs 
rules based regulation, the head of the UK’s Financial 
Services Authority asked: “how can one apply principles 
based regulation to people with no principles?” But that 
lament does not shed light on why rules-based regulation 
failed in the United States in the simplest and most 
mature market of all—the mortgage market. Principles- 
based regulation is the right way to go in India. It is 
superior to rules-based regulation which results in box- 
ticking superseding the application of thought. Even so, 
principles-based regulation needs to be bolstered with 
better human capital in regulatory agencies and with 
draconian penalties to deter financial institutions from 
indulging in regulatory capture. That was the case not 
just with national regulators but even with international 
regulators like the Bank of International Settlements 
(BIS) who were taken in by large global banks on Basel-2 
rules that such banks (LCFIs) advocated in their own self- 
serving interest, but that failed spectacularly to prevent 
the 2008-09 collapse of bank balance-sheets. 

From the lessons learnt, if the HPEC report were to 
be rewritten now, it should include the need for creating in 
India: first, central bank liquidity intervention capability 
in key markets to assure bank liquidity at all times such as 
the domestic and global interbank and money markets; 
second, a central clearing house to act as a universal 
counter-party for the trading of credit default swaps 
(CDS); third, derivative contracts to be exchange-traded 
to the extent possible or, when tailored, to be convertible 
into tradable instruments; and fourth, explicit resolution 
rules governing the failure of systemically important 
financial institutions that posed either a balance-sheet risk 
or a network risk to the system as a whole. 

Opening the capital account: On HPEC’s proposals for 
opening the Indian capital account, and making the rupee 
convertible, no apology is offered for pressing even harder 
for that now. The partial, residual Indian capital controls 
that are in place do not achieve anything. They discriminate 
against resident small and medium enterprises and 
individuals. But they allow other economic agents to 
do what they want, though only after incurring the 
frictional, time and transaction costs of seeking RBI’s 
prior approval. The RBI has been asked to demonstrate 
why these controls are necessary and to clarify what they 
achieve. So far it has not provided any answers. Present 
capital controls do not prevent destabilising inward and 
outward surges of foreign direct or portfolio capital. India 


has experienced surges in both directions since 2006. If 


preventing them is the issue then controls have failed. 
Besides, India is a capital deficient country that needs to 
import large amounts of external capital to finance its 
infrastructure and development. The capital controls that 
RBI seems to favour are counterproductive. 

Concerns about outward migration of resident 
capital if residual controls were removed seem odd. The 
annual allowance of US$200,000 for Indian residents to 
invest abroad has hardly been used. When India offers the 
highest returns on portfolio capital invested, why would 
residents invest abroad? Only the most sophisticated and 
wealthiest Indians would use that window for portfolio, 
political risk and currency diversification purposes. But 
such Indians with a liquid net worth of over US$2 million 


already have assets abroad in deposits, property and 


India is a capital deficient 
country that needs to 
import large amounts 

of external capital to 
finance its infrastructure 
and development. The 
capital controls that 

RBI seems to favour are 


counterproductive. 

E>] —>—>>—— > ———>>>—————E=E====E= =z 
securities. These assets have been accumulated through 
diasporic connections when capital controls were 
draconian. 

The RBI forgets that the largest outward migration 
of resident capital occurred when controls were tightest. 
The removal of controls would result in a sustained inflow 
of capital for some time. There is a risk that flows of hot 
money at particular periods could prove problematic. 
But that could be accommodated. Migration of resident 
capital would be a concern only if India pursued the 
policies of Robert Mugabe’s Zimbabwe. 

For all these reasons, maintaining residual capital 
controls seems otiose. If there is concern about the 
monetary (and fiscal) implications of destabilising surges 
of external capital, surely it is not beyond the RBI to 
create ‘tidal basin’ arrangements with the IMF. These 
could be expanded through swap facilities with other 
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central banks. Such arrangements would dampen the 
effects of external capital surges with minimal spill-over. 
The fact that RBI has not explored such avenues but 
remained intransigent in its opposition to further capital 
account liberalisation reflects a disconcerting preference 
for authority over intellect. 

Tax, legal reform and opening professional services to foreign 
entrants: Similarly, progress on rationalising taxation of 
financial services and transactions is occurring at a slow 
pace although breakthroughs seem to be in the offing. 
Movement on opening up the legal, accounting and other 
business-support professionals to unrestricted foreign 
entry is much too slow for a country of the size and 
significance of India in the global economy. Nor is enough 
progress being made on improving the functioning of the 
judiciary and legal system. 

Mumbai’s urban infrastructure: But, most depressing 


of all is what is happening to Mumbai as a city. This 
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compromises any prospect of it becoming a credible 
IFC in the foreseeable future. The city’s governance, 
infrastructure—despite the new sea-link between Bandra 
and Worli—and cosmopolitan character, are regressing. 
Instead of becoming more cosmopolitan and global 
in character Mumbai is becoming parochial, narrow- 
minded, uncivil and uninhabitable. Municipal governance 
is appalling. It is at odds with the state government and 
legislature. The latter, in turn, are dominated by the rural 
constituencies of the state. Mumbai is a cow being milked 
by the Maharashtra state to advance rural interests. Little 
of the revenues it generates is reinvested in the city. By 
contrast Delhi, the only Indian megalopolis that is a 
state in its own right, is making rapid progress. Unless 
Mumbai competes with Delhi on equal terms as a state, 
or as a Union Territory, its prospects of becoming an IFC 
are receding rapidly. For this, the HPEC report can only 


mourn. 
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Mumbai SAR, Intemational 
Capital Market Centre 


Defining India’s role in the eastward shit of 
the world’s intellectual capital 


ack in August 2008, even before Lehman Brothers collapsed, it was 

already time to think of the shift of the global intellectual capital from 

the West to the East. The West had failed in specialising exclusively in 
services and that too, in financial services. There was no ‘dark matter’. 

Hence, renewing the push towards the goal of making Mumbai 
an international financial centre (IFC) should be viewed in this broader 
framework rather than be seen as the creation of an offshore financial centre 
in India that conjures up thoughts of money-laundering, soft-touch regulation 
and tax arbitrage. 

What Mumbai should aspire to be is not so much to be a IFC, but to be 
a ICMC—an international capital market centre like London, New York and 
Tokyo. An ICMC is one where foreign companies come to raise money and 
list their shares, talent comes to live and the centre acts as an intermediary 
for efficient capital allocation within and across sectors and nations. 

It would be narrow also to view the recent travails of Dubai as an 
opportunity for Mumbai. By its very nature, Dubai could have only aspired 
to be a regional financial and trading hub. Mumbai—and India in general— 
should set its sights higher. Nonetheless, there are lessons in the present set 


of circumstances facing Dubai. 


Lessons from Dubai 
First, the development of a financial centre could lead to over-reliance on the 
financial sector to drive economic activity at the expense of other drivers. 


Second, the copious amounts of capital flows that international financial 
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centres receive from time to time could lead to to over- 
investment, excess capacity, indigestion and repayment 
problems. Dubai had no dearth of money to finance 
its ambitious construction projects, yet came close to 
defaulting on its obligations to its creditors. 

Third, the evolution of a financial centre should go 
hand-in-hand with the evolution of the state and society 
which it is a part of. Openness, transparency, rule of law, 
independent checks and balances such as accounting, 
auditing and credit-rating agencies should be functional. 
Beyond these, the financial centre should evolve as 
a living and thriving organism, a place suffused with 
culture and history, to which human beings naturally 


gravitate to, to live and raise their children. An influx of 


In addition to announcing its 
commitment to develop 
Mumbai into an international 
capital market centre, the 
Indian government must rein 
in the fiscal deficit and set it 


on a sustainable course. 
L—_L>E_>_L__L_ See ne) 
people temporarily lured by material prospects is not a 


sustainable proposition for the long term. 


Lessons from New York and London 
In addition to the above factors that were partly responsible 
for the sudden rise and the recent loss of halo for Dubai, 
India has to absorb lessons from New York and London. 
Although these centres and their financial markets have 
gone through highs and lows, no upheaval has been as 
big as the one that they went through in 2008. That has 
been the culmination of the over-reliance on financial 
capitalism as opposed to ‘just’ (pun intended) capitalism. 
Finance came to dominate economic activity and 
economic policy-making to the near-total eclipse of 
all other activities such as manufacturing and other 
services. Young people concentrated on acquiring 
degrees that would fetch them employment in financial 
services. Compensation rose since profits rose with the 
concentration of human, policy and regulatory firepower 
in the sector. That further increased the influx of talent 


into this sector. 
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As Raghuram Rajan, a professor of finance at the 
University of Chicago has observed, the financial crisis 
has shown that developed countries also do not have any 
special skills in managing specialisation in services. We 
must recall the observation of Y V Reddy, former RBI 
governor, that India has one of the world’s most balanced 
economies in the world today. Hence, there is little 
immediate danger that the Indian economy will similarly 
come to be dominated exclusively by financial services 
and related activities as it happened in the developed 


world in the last quarter century. 


What an international capital market centre is not 
International tax arbitrage and light-touch regulation 
are not the cornerstones of an international capital 
market centre. They might be for smaller centres that 
have little else to offer. India need not follow that path. 
It is important to realise that major international capital 
market centres evolved and reached their pinnacle well 
before they became hostage to the intellectual discourse 
of light-touch regulation. That is one more reason 
an international capital market centre rather than an 
international financial centre is a better term to describe 
the goal Mumbai should move towards. The former 
puts finance in its rightful context—as an instrument to 
direct capital to creditworthy sectors—while the latter 
brings forth images of money-laundering, tax evasion and 
sheltering of criminals. 

Two questions arise: First, are the existing centres— 
mainly New York and London—permanently damaged? 
Second, what are the obstacles that hobble Mumbai’s 


quest to become an international capital market centre? 


Mumbai’s obstacles 
Nothing consigns New York and London to a permanent 
dustbin as far as capital market activity is concerned. They 
can, however, certainly do with some competition from 
Mumbai. More importantly, private sector savings in the 
United States and Britain are likely to be increasingly 
appropriated by their governments. According to the 
Financial Times, financial sector losses in the current crisis 
have totalled $2.6 trillion whereas bond issuance by 
G-10 governments totalled $12 trillion in 2009. In other 
words, there is no private saving left for these capital 
market centres to intermediate. This will remain the case 
for quite some time. 

The major issue confronting Mumbai, however, is 
that India suffers from the same malady. The savings of 
the household sector are appropriated by the government 


through banks. This compels India to maintain a high 
Statutory Liquidity Ratio with banks absorbing the bulk 
of government borrowings. In such a situation, throwing 
open the bond market to foreigners will only cause huge 
swings in the prices of Indian government debt, leaving 
Indian banks to face the consequences of such swings. 
Their balance-sheets could be imperilled. 

Therefore, the best preparation that the Indian 
government can do—besides announcing its intention 
and time-frame to develop Mumbai into an international 
capital market centre—is to rein in the fiscal deficit 
and set it on a sustainable course. A country with so 
much dynamism in the non-state sector does not need a 
bloated state that sucks resources away from productive 
applications. The availability of savings for local and 
international companies to tap into is an essential 
prerequisite for India to host an international capital 
market centre on its shores. 

Indeed, reformers fond of seeing a so-called 
market-based financial sector would do well to train their 
guns consistently on the government. Without both a 
quantitative and qualitative improvement in government 
finances and expenditure, India’s aspirations to become a 
global power will remain just that. 

What of Mumbai itself? Its infrastructure and traffic 
nightmares are legendary. One way to fix them is to 
announce that Mumbai, like Hong Kong, will become 
a special administrative region within the country and 
to place it under a separate technocratic administration. 
Over time, Mumbai SAR can surely take on Hong Kong 


SAR and much more. 


Why does it matter? 

It is important to recognise the roles that New York and 
London played—through their dominance of international 
capital markets—in the ascent of the United States and 
Britain as the world’s great powers. They brought forth 
immigration, cultural influences, confluence of talent and 
employment opportunities (in the real and the financial 
sectors, nationally and globally) for the local populations. 

In a recent speech in Singapore, Dr Reddy pointed 
out that while the momentum of economic activity 
might be shifting eastward, the intellectual discourse 
on international capital markets is still dominated by 
and takes place in the West. He cited the dominance of 
Western television networks, newswire services and 
credit-rating agencies as examples. Indians, he argued, 
with their command over English, their presence in 
Western academia and industry, and their familiarity with 
Western legal systems could help to complete the shift of 
economic momentum eastward by complementing it with 
a shift in intellectual momentum too. 

Realising an aspiration of this scale and ambition is 
neither easy nor quick. That is precisely the reason why 
it brooks no delay. A grand announcement by the Indian 
government will galvanise the nation into prioritising 
the other missing links such as a liberal education sector, 
an accent on quality higher education, healthcare and 
competent urban management. 

There is, in addition, a geopolitical angle to the 
project of developing Mumbai into an international capital 
market centre. It would send a signal to the rest of the 
world that India has begun to take itself seriously. 
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An appropriate place to 


project soft power 


Concluding part of the interview with foreign affairs 
Shashi Tharoor 


n the first part of an interview with Shashi Tharoor, India’s minister of NITIN PAI 
[= for external affairs, we discussed Africa, strengthening the foreign 

service and changing foreign policy planning (See The capacity to engage, 
Issue 33, December 2009). In the second and concluding part, he defends 


India’s continued engagement with the United Nations. 


Do we have a sort of a governmental strategy towards what we want to do at the UN as 
a whole, or do we leave different parts of the government to do different things and hope 
that things fall in place? 

That’s unkind. We do have a vision about the role of the UN and we’ve 
played a significant role for long. But it is true that different bits of the UN are 
handled by different people. So the International Civil Aviation Organisation 
is handled by the Civil Aviation ministry and the UNESCO is handled by the 
Education or the HRD ministry and so on. But the MEA does play a very 
crucial central role. It puts all this together. Our two Joint Secretaries—one 
for UN political and one for UN economic & social—actually do relate to the 
other ministries as necessary. For example, you can’t really do peacekeeping 
without the Ministry of Defence being involved, but you do it with the overall 
political direction coming from the MEA. So, I'd say that an overall vision 
exists. 

It’s a vision of using the UN as a manifest of our desire to be a responsible 
world citizen. It has always been India’s external orientation from the days of 


Nehru, and perhaps earlier. Nehru spoke of about our responsibility to the 


rest of the world in the “tryst with destiny” speech. Today, our strength and 
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capacity has reached a level where one can argue that we 
are not as influential as we should be. 

It’s become a place from which we can also benefit. 
The UN isa place where there is state-of-the-art thinking 
on some of the big developmental issues of our time, 
from urban planning to population and other aspects 
of development. When we go and participate in these 
conferences, we contribute to the world’s discussion and 
come back with an awareness of what these institutions 
have to offer us. This is very important for us as a country 
and our own thinking on child welfare, AIDS management, 
and so on, issues that affect us but have an undeniable 
global dimension. A lot of recent policy thought in India 
has been influenced by our engagement with the rest of 
the world via the UN. 

At the same time, it’s a platform for establishing 
India’s place in the world. It is an appropriate place 
for projecting ‘soft power’. A part of the projection 


We are not ruling out 
participation in a [non- 
UN] coalition operation 
but would decide on the 
basis of our own political 


calculations. 
ee eee 
is the reputation we’ve developed standing for a set of 
principles that we articulated effectively on the world 
stage, principles we advocated as a leader of the G-77 
group of developing countries and the non-aligned 
movement. Our articulation is inevitably evolving with 
time. For example, I have argued within our system that 
it is not inappropriate that we have been a voice for the 
developing world because the experience of colonialism 
and underdevelopment has marked us in many ways. But I 
also argue that there is no reason why we should be staying 
away from groups like the Conference on Democracies — 
the practice of 60 years of democracy has also defined 
who we are and what we stand for. There is room for 
expanding the way that we do it, but the country and our 
diplomats have earned a lot of respect for what they have 
been able to do with the UN. 


Two specific things. First, the Human Rights Council. I can’t 


understand what India is doing there because without India, it 
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has no legitimacy. And we go in there, give it the legitimacy and 
yet it come backs and stings us. So what are we doing there? 
Second, peacekeeping. Indian troops have been in places like the 
Congo, on and off, for the almost 60 years. But we have been in 
these conflicts for a long time and it seems that we’re doing it for 
the hard currency. 

The hard currency argument is preposterous. First 
of all, there isn’t that much hard currency in the UN. The 
UN pays about a thousand dollars per soldier per country. 
But the Government of India doesn’t keep anything of 
that money. It is divided among the soldiers. 

It’s just that we don’t give at the rate at which we 
get it because we are a hierarchical society, I suppose. We 
reorder the money and give the officers more than the 
havaldars, and the havaldars more than the jawans. That’s a 
system everyone accepts in our army but the government 
doesn’t get any money, apart from the reimbursement for 
wear and tear on the equipment (which is separate from 
the per-soldier payment). 

But what we get out of peacekeeping is manifold. 
Number one, we get to make a useful contribution to 
the international community that enhances our claims 
to responsible world citizenship, even leadership. For 
instance, one of the arguments we make for a permanent 
seat in the UN Security Council is our long record of having 
contributed to the maintenance of international peace 
and security through our participation in peacekeeping 
operations. 

Number two, we get actual experience. Our troops 
go and conduct themselves in difficult situations and come 
back the better for it. They also leave behind a hugely 
positive reputation. Indian soldiers have done a lot, like 
in Lebanon, where they set up hospitals for the local 
population. Or in Somalia, where Indian army vets even 
treated the camels of the nomads free of cost. That sort 
of ability to engage with other societies is very different 
from what many other armies do. It has vastly enhanced 
our standing in the world. 

And third, it gives a global orientation to our soldiers. 
A lot of our army—I don’t know what percentage, not 
a majority, but a good chunk—has come back all the 
better for having had exposure to other armies, officers 
and soldiers. It becomes an exercise in international 
networking as well. The global orientation is worthwhile. 

For these reasons, I would’ve been in favour of India 
participating in UN peacekeeping even if it were a net loss 
for us. Instead we come out of it financially even, except 
for some old operations where UN member governments 


didn’t pay their dues and we never got fully reimbursed 


» UN Photo/Marie Frechon 


for the money we spent. Otherwise, the idea is that we 
don’t gain financially and we don’t lose. But the currency 


argument is one argument I don’t accept. 


The currency argument is in the context of the UN tour of duty 
being seen as a reward for good performance in the army. 

Yes, they do enjoy the experience. An individual soldier 
takes home a lot more. Let’s say you were earning a 
soldier’s salary in India and you go off to Congo and come 
back with that salary times four. You can save, send money 
home, and buy goods at international duty free shops— 
why shouldn’t you have this perk? And I think, yes that 
is a perk that our soldiers deserve for all the hard and 


dangerous work they do for our country. 


But does this come at the cost of participating in overseas 
deployments, unilaterally or in coalition with others? The 
army chief once said, in his dogmatic style, that we can’t go to 
Afghanistan because there is no UN mandate? 

No, no, wait a minute. You are mixing up two or 
three very different things. First, our deployment is a 
minuscule proportion at any one time. Right now, we 
have 7000 peacekeepers in Africa. Our men in arms are 
over a million. 7000 is hardly a blip. You don’t notice their 


absence. It doesn’t prevent us from doing anything else 


we need to do. 

Number two, the question of a UN mandate is a 
totally different issue. That is a question of the political 
judgement that we make. We believe that the Indian army 
is not anybody’s mercenary—we’ll only go where we are 
doing so in the service of international law. That is the 
position we have taken. Serving the UN is serving the 
world. We have done it since the days of Nehruji, and 
done it well. 

Third, there is a political decision that is made when 
it comes to non-UN and UN operations. We have turned 
down certain UN operations when the Security Council 
had authorised something we were not keen on doing. We 
make the political judgement each time. It is relatively 
rare, but we do say no. 

For a NATO operation somewhere or a coalition 
operation in Afghanistan, we make very hard political 
decisions whether it is wise for us to engage with soldiers 
on the ground. We are extremely active in Afghanistan 
on the development and humanitarian front, building 
hospitals, constructing roads, clinics, power transmission 
lines, etc. Kabul has 24 hours of electricity a day because 
Indian engineers have put the power lines up there. This 
means that we are actively engaged, but we are of the view 


that deploying Indian soldiers in Afghanistan would be 
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counterproductive. They would constitute a provocation 
to certain factions, something we don’t want. We were 
invited to join the coalition in Iraq and we declined. With 
hindsight, it looks like a very smart move, doesn’t it, to 
have said no? 

We are free to do what we want but we make a 
political judgement each time. So far, it is true that we 


have not found it appropriate to send Indian soldiers 


The UN Human Rights 
Council is not much of an 
improvement on the kind 
of tendencies that led us to 


reform its predecessor. 

a 
outside for operations other than the UN. The IPKF is the 
one exception—we know how that went. Let’s wait and 
see what comes up in the future. We are not ruling out 
participation in a coalition operation but would decide on 


the basis of our own political calculations. 


The Human Rights Council. . .? 
The Human Rights Council is more complicated. When 


these decisions were being made, I was inside the UN, 


and seeing it from a reformist point of view. And as a 
former UN official, Pll be among the first to admit that 
the objectives of Kofi Annan’s reform efforts have not 
been fully met. The council in its present form, some 
would argue, is not much of an improvement on the kind 
of tendencies that led us to reform the Human Rights 
Commission, its predecessor body. 

Now, you are asking me a question on the Indian 
government that is difficult for me to answer in an Indian 
government hat because I have seen this from a UN 
perspective and not had a chance yet to see it from an 
Indian perspective. 

Governments tend to see the Human Rights Council 
as a platform for the advancement and promotion of their 
views on human rights, which is not what most human 
rights activists—and perhaps many thinking analysts— 
would like to see. They would like to see a body that 
exists to protect individual human rights rather than deal 
with governmental policies and priorities. But this is an 
intergovernmental body and it functions as such. 

In that context, it is difficult for India to apologise for 
pursuing its political interests in a body where everyone 
else is doing the same. Hence, you vote on the basis of 
political calculations and not the kind of thinking you’d 
apply if you were working for Amnesty or Human Rights 
Watch. This is a governmental exercise and we have to 
remember that. The Human Rights Council is a body of 


governments, It is not Amnesty International. 
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Making defence 
expenditure more effective 


The urgent need to professionalise long 
term defence planning and budgeting 


n the first three months of every calendar year, industrialists, corporate 
| industry associations, politicians and even ministers queue 

up outside the office of the Union finance minister as he finalises the 
annual budget for the next year. Statistical evidence is presented, stories 
highlighted in the media, interviews broadcast on business channels and 
influence brought upon the finance minister by these persuaders to garner 
some sop for their sectors in the union budget. In contrast, the single largest 
item of expenditure—nearly 2.4 percent of GDP—-gets relatively little 
attention. This comprises of six budgetary demands of non-plan expenditure 
amounting to nearly Rs 150,000 crore ($32.5 billion)—Demand Numbers 
22 to 27—popularly known as the defence budget. 

The finance ministry, in its representation to the parliamentary standing 
committee on defence in 2007, has acknowledged that an 8-10 percent de 
rigueur increase over the previous year’s allocation delivers the next year’s 
allocation for defence. The budgeting therefore does not get linked to any 
plan for the financial year, but is merely incremental. This approach to 
defence budgeting is not based on future threats, does not set priorities and 
does not deal with today’s fiscal realities. 

Policy-makers tend to make only very broad and general statements on 
national defence goals that avoid future commitments. This is best illustrated 
in the ritualistic assurance by the finance minister during his budget speech 
every year that “there will be no shortage of funds for defence, if the need 
arises.” Defence budget is merely an allocation of funds with no relation to 


any national plan or strategy: an exercise in isolation by the finance ministry. 


defence policy 
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There is little rigorous analysis or informed debate about 
the defence budget, inside or outside the parliament, at 


the formulation, adoption and monitoring stage. 


Myopic and mechanical 

Impressive GDP growth rates of last two decades 
have meant that the budgetary allocations for defence— 
although modestly declining as a percent of GDP during 
this period—have increased substantively in real terms. 
The defence budget—though 2.4 percent of GDP 
during both the years—rose from around Rs 54,265 
crore in 2001-02 to Rs 141,703 crore in 2009-10. On 
the evidence of visibly better-equipped and better-paid 
armed forces, the dynamic of exchanging numbers for 
capability has become the dominant narrative in any 
debate on defence budgeting. While this contention 
may have been valid till a few years ago, nothing could 
be farther from the truth today. After the inventory of 
military hardware crosses a particular threshold and 
the numerical strength of the armed forces reaches an 
optimum number, higher defence spending, though 
resulting in acquisition of more military equipment 
and more people bearing arms, will not automatically 
translate into enhanced national security—unless the 


level and composition of the defence budget is planned 
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and allocated to correspond to the changes in the 
geopolitical and security contexts. 

Defence allocations are intricately linked to the 
defence plan, which is formulated by the defence 
ministry. Defence planning largely focuses on threat 
assessments. Considering the varied nature of future 
threats—from sub-conventional to cyber warfare— 
such an assessment demands an integrated approach 
involving many departments, ministries and agencies of 
the government. Now, this lack of co-ordination does 
not affect the assessment of conventional military threats 
which are capably assessed by the armed forces. What 
is more critical is the long-term assessment of human, 
technology or financial resources. Resource assessment 
beyond the current year is rarely carried out in defence 
planning, and even this is undertaken in the last days 
of a financial year. Revision of the budget, usually 
downwards, halfway through the year has become 
routine. In 2008-09, the capital budget was slashed by Rs 
7,000 crore at the revised estimates stage, which meant 
a sudden reduction of 38 percent in funds earmarked for 
new acquisitions. 

The finance ministry is supposed to base its annual 
defence allocations on the five-year defence plans, 


which in turn are supposed to flow from the 15-year 


Long Term Integrated Perspective Plan (LTIPP) of the 
defence ministry. In reality, the LTIPP has ended up as a 
collection of the wish-lists of the three defence services. 
In the absence of an approved integrated plan—the 
LTIPP for 2007-2022 has still not been approved by 
the defence ministry—the finance ministry does not 
recognise the five-year defence plans. It is evident that 
the defence ministry has lost its capacity for resource 
planning. Thus, against a planned defence budget of Rs 
154,156 crore demanded by the defence ministry, only 
Rs 141,703 crore was allocated by the finance ministry 
for the current year at the budgetary stage. Going by 
past experience, this would have been further whittled 
down at the revised estimates stage. Air Commodore 
Jasjit Singh (retd), director of the Centre for Air Power 
Studies, has thus recommended that a strategic planning 
division be set up in the defence ministry to undertake 
the task of long-term planning in a coherent manner, 
which commits the requisite resources after examining 
alternative choices of policy and their costs. 

The failure to commit to a long-term allocation 
of resources has been detrimental to India’s defence 
readiness. Weapon systems and military equipment 
normally have a life of 15-25 years. Similarly, human 
resources are deployed for 17-30 years. But defence 
allocations carried out on an annual basis, with mid-year 
revisions, has often resulted in a dizzying set of changing 
assessments. It implies that commitments for the future, 
arising out of a deal or a contract in a particular financial 
year are made without reference to the likely availability 


of funds in future years. 


Where are the defence economists? 

The large amounts left unspent by the defence 
ministry have grabbed headlines in the recent years, 
compelling the government to undertake some reforms 
to address the issue. These, however, have been timid 
and half-hearted. While the questions about efficient use 
of resources for defence are important, the questions 
about effective allocation of those resources are equally, 
if not more important. Significant improvements to 
defence outcomes are possible if the process of preparing 
the defence budget is reformed. One reason for the poor 
state of defence budgeting is the absence of defence 
economics as an academic and professional discipline 
in the country. There is little expertise in defence 
economics available at the highest levels of economic 
design and planning in this country. This means that 


there exists no in-house mechanism at the Planning 


Commission, the prime minister’s Economic Advisory 
Council and the finance ministry to debate and evaluate 
the proposals for defence allocation, from a forward 
strategic planning perspective incorporating current 
and prospective threat perceptions. The situation is no 
different with the parliamentary standing committees on 
finance and defence where the budgetary proposals are 
also not subjected to any analysis from the perspective 
of defence economics as a distinct sub-discipline and 
profession. 

No major university in India offers a defence 
economics programme, which means that no expertise 
on the subject, relevant to the Indian context, is available 
even outside the government. What commonly passes 
off as defence economics in the government and think- 
tanks in India is only a portion of the subject—defence 
spending and its accounting. Defence economics, in 


contrast, uses the tools of economics to holistically study 


The current defence 
budgeting approach is not 
based on future threats, 
does not set priorities and 
does not deal with today’s 


fiscal realities. 

——————— SS eee eee 
the defence sector and its domestic and international 
implications—including formulation of defence 
policy—examining causes and processes, in addition to 
outcomes. There are three critical aspects of defence 
economics: first, projecting national resources available 
now and in the future; second, the proportion of these 
resources to be allocated for internal and external 
security and within each of the two areas; and third, the 
efficiency with which the resources are used. 

This is a serious gap which needs to be urgently 
addressed in an era when geo-politics and geo-economics 
are increasingly inter-related. While this is recognised 
by other major powers, particularly China, India has 
been relatively slow in integrating the two to enhance 
its strategic leverage. An important step in beginning 
the process of integrating the two would be to give 
greater prominence to the role of defence economists 
at every level of the defence sector, and encourage their 


co-ordination with economists in other sectors. The 
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impending restructuring of the office of the National 
Security Adviser (NSA) provides an opportune moment 
to institutionalise the role of defence economists in 
requisite positions there. 

A competent group of analysts specialising in 
defence economics must be brought together. In the 
short-run, such specialists would need to be trained or 
recruited from outside India. But there is no substitute 
for India to developing indigenous capacity to train its 
own defence economists and analysts. Media reports 
suggest that plans are afoot to restructure the Planning 


Commission. Although defence expenditure is currently 


After a certain threshold 
more troops and equipment 
will not automatically 
translate into enhanced 
national security, unless 
the strategic approach 
changes. 


classified as Non-Plan expenditure, the restructuring 
plan must include the induction of defence economists 
into the commission as these artificial classifications need 
to be cast aside. Ahead of that, the Planning Commission, 
along with the prime minister’s Economic Advisory 
Council and the finance ministry, should consider 
employing retired defence officers, diplomats and other 


national security experts as independent consultants to 
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review the budgetary allocation for defence on a long- 
term basis. Similar to the consultation with various 
industry groups and associations prior to finalisation 
of the Union budget, the finance ministry should not 
restrict itself to the defence ministry but hold widespread 
consultation with various stake-holders in the business 
of national security before finalising the defence budget: 
defence services, intelligence agencies, the NSA and the 


external affairs ministry. 


Purchasing power 

In 2001, the Group of Ministers in their report on 
the review of national security had presciently observed 
that “optimal utilisation of resources cannot be achieved 
unless greater emphasis and attention is given to the 
process of budget formulation and implementation, 
including forecasting, monitoring and control.” 

There is a need for synergy between national 
security and the economy. Given the fiscal stringency — 
it is essential that the country reverts to pursuing 
fiscal management targets in letter and in spirit—the 
government will have to husband its resources to meet 
the strategic challenges of a dangerous neighbourhood 
and the changing geopolitical environment. 

It is imperative that India construct a resource 
allocation mechanism that enables its defence 
establishment to convert efficiently the raw materials of 
military power— personnel, equipment and monies— 
into programmes that further national goals and 
strategy. The current fiscal situation provides us a unique 
opportunity to turn the corner and institutionalise robust 
mechanisms for planning and allocation of resources for 
defence. It is an opportunity we can scarcely afford to 


miss. 
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Insurgency at sea: 
the currency of carriers 


The martime power projection challenge 


ast month, the American strategic affairs journal Orbis recounted 
[ sorry tale of “how the United States lost the naval war of 2015’. 

The presumptive defeat stemmed from the adoption of ‘a declining 
naval force structured around ten aircraft carriers spread thinly throughout 
the globe’. The cautionary tale may have highlighted a trend. Just as the 
crystallisation of guerrilla war as an effective means of political change left 
industrial age armies struggling to adapt, has the analogue for naval war, 
insurgency at sea, meant that the rapid maturation of the Indian navy will be 
to limited military effect? If maritime guerrillas—submarines, missile boats, 
and anti-ship missiles (ASMs)—can neutralise ponderous aircraft carriers, 
the fulcrum of the navy’s aspirations, India should think carefully about its 
emerging force structure. 

The Indian navy, the world’s fifth largest, has stood at the forefront 
of India’s military modernisation. In the year to 2008, its procurement and 
construction budget leapt 36 percent. Notably for the Indian armed forces, 
this expansion is guided by a loose sense of the endgame: a three-carrier navy 
before 2020, an enlarged fleet of surface ships and attack submarines, and 
an indigenously built nuclear submarine, INS Arihant, to complement the 
air and land arms of the embryonic nuclear triad. As early as a decade ago, 
a navy chief invoked “fleets in the Arabian Sea, Bay of Bengal, and Indian 
Ocean, on the same lines as the US Pacific, Atlantic, and Mediterranean 
fleets”. In terms of raw potency and coverage, the navy is entering a new era. 

But the army’s predicament should give pause for thought. Its ability to 


generate force was not in doubt in 2002 or 2008, but its force structure and 
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doctrine (among other things) precluded war under the 
perceived nuclear threshold. Two factors, technology— 
the nuclearisation of the subcontinent—and the 
adversary’s posture, together blunted the efficacy of an 


otherwise conventionally advanced force. 


Technology 

During the nineteenth century, a French school of sea 
power, the Jeune Ecole, argued that the advent of the 
cheap and manoeuvrable torpedo boat had rendered the 
battleship obsolescent. This theory, ‘the network centric 
warfare of its time’, suggested fleets would henceforth 
struggle to secure command of the seas. Yet despite the 
almost crippling losses they inflicted, submarines—the 
successors to torpedo boats—failed to box in the Allied 
merchant and naval fleets. In the Pacific, capital ships 
par excellence, aircraft carriers, spearheaded the defeat 
of Japan. But, as Owen Cote has argued, even then ‘the 
price of sea control was growing substantially faster than 
the price of contesting it’ (and it was submarines which 
destroyed a third of the Japanese fleet and two-thirds of 
its merchant navy). 

The trend has not slowed. In 1967, Israel lost a 
destroyer to multiple Egyptian guided missiles, prompting 
the Israeli navy to shift to smaller and faster ships. Cote 
has argued that a “particularly alarming development 
is the marriage ... of the air independent, non-nuclear 
submarine with the submarine-launched ASM”, since 
“armed with Harpoons or Exocets available from several 
western suppliers, these platforms can launch fire and 
forget missiles from over the radar horizon without 
the need for the noisy and battery draining approach 
run necessary for a traditional, torpedo-armed, diesel- 
electric boat”—thus blunting even the most adept anti- 
submarine warfare (ASW). 

John Arquilla, invoking the “Falklands Wars on 
steroids”, has warned of “brilliant sea-going mines that 
know how to manoeuvre, supersonic anti-ship missiles 

.. super-cavitation torpedoes” and “swarming tactics”. 
The efficacy of all of those has been sharpened by 
space-based surveillance of the high seas. In his history 
of war at sea, the military historian John Keegan went 
as far as to conclude that “command of the sea in the 
future unquestionably lies beneath rather than upon the 


surface”. 


Posture 
More important than technology is what India’s rivals 


do with it; and there is every reason to suppose that 


both Pakistan and China are configuring their maritime 
forces to exploit the vulnerabilities of aircraft carriers, 
in both cases out of necessity, and in line with the anti- 
ship ‘Soviet School’ of naval strategy espoused by the 
namesake of the much delayed Admiral Gorshkov. 

A recent article in International Security, ‘Undersea 
Dragons’, argued that “there is little evidence that 
China will endeavour to field carrier battle groups [and] 
preliminary indications suggest that...submarines are 
emerging as the centrepiece of an evolving Chinese 
quest to control the East Asian littoral.” Since any 
American defence of Taiwan would pivot on the US 
Seventh Fleet, this focus on ‘sea denial’ or ‘anti-access’ 
is unsurprising—though there are vociferous debates 
within the People’s Liberation Army Navy (PLAN). In 
2002, China purchased 8 Russian Kilo class submarines, 


More important than 
technology is what India’s 
rivals do with it; both 
Pakistan and China are 
configuring their maritime 
forces to exploit the 
vulnerabilities of aircraft 


carriers. 
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supposedly as quiet as their Los Angeles class American 
counterparts, bringing their total up to a dozen. The 
authors conclude that “PLAN writings leave little doubt 
that destruction of US aircraft carrier battle groups is 
the focal point of doctrinal development”, according to 
which “a carrier battle group can be destroyed with multi 
wave and multi-vector saturation attacks with cruise [and 
ballistic] missiles.” The US Office of Naval Intelligence 
stated in 2009 that China had “developed the world’s 
only anti-ship ballistic missile,” a weapon “specifically 
designed to defeat US carrier strike groups.” The true 
extent of the vulnerability of carriers has consequently 
been an obsession of American naval strategists for over 
a decade now. 

Although Pakistan possesses only 5 diesel-electric 
submarines, these are equipped with modern ASMs 


effective at ‘standoff’ distances, and complemented by 
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submarine-hunters like the Cold War workhorse P-3C 
Orion. For over four decades, Pakistan’s naval doctrine 
has called for the use of stealth and initiative to enmesh 
India in a tortuous submarine chase around sea lines from 
the Persian Gulf. The inherent difficulty of ASW would 
prolong any conflict, leaving time for the accretion 
of outside diplomatic pressure on India to settle on 
terms relatively favourable to Pakistan. The protracted 
exposure of Indian platforms would raise the risk of a 
high-casualty loss with the inevitable damage to public 


support and morale. 


Power projection 

When rumours appeared that India might acquire 
the super-carrier USS Kitty Hawk, Stratfor, a private 
intelligence firm, suggested that it would supply the 
“physical capability to project meaningful force to the 


India has been exceedingly 
slow with diplomatic 
arrangements, raising 
questions as to how a task 
force would be supplied 

if deployed to protect 


sea-lanes. 
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Strait of Malacca and beyond”. This may be so, but 
projection against whom or what? Port calls should not 
be the focus of Indian statecraft. In terms of combat, 
India should be wary of extrapolating from American 
naval strategy. The US capability to threaten or attack 
virtually any state it chooses has two preconditions. 
First, US carrier groups are protected with multiple 
screens of surface craft, submarines, ASW platforms and 
undersea reconnaissance. Any attack on an American 
carrier group would be no easy task, and would be met 
by considerable resistance. Second, the US navy enjoys 
what in an earlier era was called ‘escalation dominance’ . 
Any state launching such an attack, even if successful, 
would forsake a quiet life. The latent forces that the US 
could bring to bear in retaliation would steady the hand 
of any adversary. India cannot fulfil these prerequisites, 
and so its carriers must be treated as ordinary military 


tools rather than direct instruments of national strategy. 
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When NATO forces deployed carriers for 
operations against Serbia in 1999, or Britain used its 
shrinking carrier fleet against Afghanistan and Iraq, 
those targets were virtually defenceless states lacking 
a competent navy and air force, and without the 
requisite national capacity to hit back in other ways. This 
‘uncontested’ expeditionary capacity is far from useless, 
but there is no reason to suppose that the scenarios 
envisioned by India’s maritime doctrine would be so 
kind to admirals. The argument also loses traction in 
light of India’s maturing missile capability. 

This goes double for amphibious capabilities. 
The purchase of the Landing Platform Dock (LPD) 
Jalashwa in 2006 provided India with the ability to land 
roughly a battalion of troops, but the use of this—and 
any tankers, minesweepers, helicopters and other 
amphibious platforms—assumes either an unopposed 
assault or air superiority. Yet an aircraft carrier sitting 
in littoral waters assumes the spectrum of risks outlined 
above. The British experience in the Falklands ought 
to be sobering. Aside from bombing raids from the 
distant Ascension Island, Britain’s ability to suppress air 
attack and land a brigade hinged on the presence of two 
light fleet carriers (one of which, incidentally, serves 
as INS Viraat). Both required enormous complements 
to hold Argentine planes and submarines at bay, only 
barely succeeded and that too at great cost, and were 
compelled to stay so far offshore that their aircraft could 
not reach the main Argentine runway on the islands (and 
in the quarter century since, sea denial technology may 
have improved at a faster rate than ships’ defences). The 
Argentine carrier itself was contained in coastal waters 
by a handful of British submarines, virtually a floating 


hulk of no military use. 


The utility of carriers 
The lesson is not that carriers are obsolescent, but that 
their force has a particular utility. 

First, Britain could not have retaken the Falkland 
Islands without them. As India’s stretched Sea Lines of 
Communication (SLOCs) assume greater significance in 
strategic planning, contingencies may arise where India 
can and must project seaborne airpower in a limited 
offensive against a peripheral area, the types of conflicts 
that fall outside presumptive nuclear red-lines and 
therefore will almost certainly occur. This could involve 
a modest flotilla targeting Indian merchant shipping 
at the Strait of Hormuz, seizure of the Andaman and 


Nicobar Islands, or—most likely—a naval black swan 


too distant on the strategic horizon to see today. But it 
should be remembered that protecting the Indian littoral 
does not require more carriers, and India would almost 
certainly not face a distant blockade without partners. 

Second, China will one day field a carrier of its 
own. The flip side of China’s ability to defend its sea- 
lanes is its ability to constrain those same routes, and 
an equivalent capability will be required for scenarios in 
which India cannot bring to bear its land-based aircraft. 
It would be imprudent to wait until Beijing works out 
its ambivalence towards carriers. But India’s planners 
should not fool themselves that action in the South China 
Sea, or prying open a truly major blockade in narrow 
waters, will be feasible operations in the next decade. 
And since the majority of a carrier air wing is dedicated 
to defence, the size of Indian carriers means that purely 
offensive power is still limited. Vague talk of an Indian 
Ocean ‘footprint’ obfuscates these military realities. 

Third, India’s purchase of 8 Boeing P-8I Poseidons 
is crucial to beefing up the navy’s ASW capabilities, 
but the $2bn cost underscores the expense of multiple 
protective screens of destroyers, frigates, and their 
ASW and anti-missile platforms. The prospective 
sophistication of the next generation of stealth frigates is 
less important in this regard than their defense systems. 
StratPost, an online defence news portal, recently quoted 
an Indian naval source as claiming that “if we were to 
be interested at all in the [British] Queen Elizabeth class 
[aircraft carrier], it would be because of their claimed 
air defences”. This, and not just firepower, should be a 
priority for indigenous naval development. 

Even if two at-sea battle groups (with a third on 
refit) could be equipped at reasonable cost before 2020, 
India also lacks experience. The US spent four decades 
intensively honing its ASW against a determined Soviet 
navy, but despite continuous and impressive innovation, 
found itself outpaced by technological improvements. 
Without the institutional and doctrinal knowledge 
accruing from practice, the command, control, and 
defence of carrier groups in combat would be precarious. 
A vital start would be for the navy to institute a programme 
of Indian net assessment (a process that may have begun), 
in which naval conflict scenarios are conceptualised, 
war-gamed, bolstered with the lessons gleaned by allied 


or friendly navies, and organically updated over time. 


Finally, vulnerability should not be overstated; to note 
that carriers are vulnerable to submarines overlooks the 
point that other surface ships that would be used in the 
defence of sea-lanes and other targets are even more so, 
lacking as they are in submarine-hunting aircraft. 
Fourth, 


irreconcilable 


sea control are not 
Falklands, the 


containment of Argentina’ s carrier afforded breathing 


sea denial and 


strategies. In the 


room for Britain’s, giving the task force the local sea 
control necessary for projecting power, landing troops, 
and securing political objectives. The leasing of two 
Akula-II class submarines, the very type that plagued the 
US Navy in the 1980s, and the induction of BrahMos 
(whose origins lie in the Soviet effort against US carriers) 
are important steps to ensuring India can give as well as 
it gets in terms of sea denial. 

But it is equally important that innovation is tactical 
and diplomatic as well as merely technological. India has 
been exceedingly slow to respond to China’s ‘string of 
pearls’ with diplomatic arrangements of its own, raising 
questions as to how a task force would be supplied if 


deployed to protect sea-lanes. 


The place for carriers 

At present, the trends do not seem to bear out carrier 
cynicism. Every permanent member of the UN Security 
Council, every aspiring member bar Germany, as well as 
Italy and Thailand, are building or fielding some form of 
carriers. But, as financial institutions are apt to remind 
us, and Western banks have demonstrated amply, past 
performance is no guarantee of future results. 

Both prevailing technology and the force structures 
of India’s likely rivals underscore inflation in the price 
of sea control. More than instituting a symbolic three- 
carrier navy within a strict timeframe it is important to 
ensure that the carrier battle group is an appropriate 
military instrument for the political task at hand. Its 
use in combat is circumscribed by the proliferation of 
long-range anti-ship missiles, advanced submarines, 
space-based reconnaissance, and tactical innovations 
exploiting speed and manoeuvrability. India’s answer 
should not be to jettison sea-borne airpower but to 
invest carefully and generously in its defence, better 
understand its limits, and strengthen India’s own sea 


denial capabilities. ™ 
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An embrace without trust 


The downward spiral in US-Pakistan 
Intelligence relations 


or decades, US geopolitical interests in southern Asia have centred 
F: controlling the Indian Ocean, with its lucrative energy transport 

routes to and from Japan and China. The events of 9/11, however, in 
association with nuclear weapons proliferation and the rise of al-Qaeda, have 
immensely complicated US regional goals in recent years. This new-found 
complexity has created severe tensions between Washington and Islamabad, 
which are most notable in their rapidly deteriorating intelligence relations. 

It is true that there is no such thing as friendly relations between 
intelligence agencies belonging to different countries: there are only degrees 
of coexistence stemming from shared strategic goals. Consequently, US- 
Pakistani intelligence relations have never been amicable, but have been 
mired by mutual antagonism and suspicion. Even in the 1980s, when both 
nations actively co-operated with anti-Soviet Afghan forces and with each 
other, their respective intelligence agencies kept their distance from, and 
eyes on, each other. 

In the 1990s, after the hasty pullout of the US Central Intelligence 
Agency (CIA) from Afghanistan, Pakistan’s Inter-Services Intelligence (ISI) 
grabbed the opportunity to further-cultivate its relations with the Afghan 
Taliban, which Islamabad used as a barrier against Indian influence in the 
region. The US was broadly tolerant of Pakistan’s strategy, just as it had been 
tolerant of Islamabad’s nuclear programme, which began in the early 1970s 
with Chinese and later US, support. 

But 9/11 changed all that. Shortly after the attacks, the US-backed 
government of General Pervez Musharraf was told by then US Deputy 
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Secretary of State Richard Armitage to choose between 
joining Washington’s “global war on terrorism” and being 
“bomb[ed] back to the stone age.” “Joining” the war, had 
essentially a two-fold meaning: first, Pakistan was being 
ordered to sever its relations with the Taliban and other 
Afghan-, Indian- and Pakistan-based militant groups. 
Second, it was told to effectively place its nuclear 
arsenal under Washington’s control. In return, the Bush 
administration offered to finance a radical reorganisation 
of the Pakistani security establishment, along US 
directives. 

By November of 2008—the time of the Mumbai 
attacks—the US had provided Pakistan with nearly 
$15 billion in security-related aid (excluding unknown 
amounts in covert assistance). The CIA was directly 
bankrolling as much as a third of the ISI’s annual budget, 
in full knowledge that large portions of these funds were 
being secretly channelled to support Pakistan’s strategic 
rivalry with India, including financing Pakistan-aligned 
militant groups in Afghanistan. Yet, in the eyes of both 
the Bush and the Obama administrations, the US could 
not afford to sever its security ties with Pakistan any 
more than Pakistani agencies could afford to cut their 
financial contacts with Washington. One former senior 
US intelligence official told The NewYork Times that the US 


National Security Council voices “deep misgivings about 
the ISI [...] every year, but ultimately decides that there 
[i]s no other game in town”. 

The primary reason why “there is no other game 
in town” lies with the chronic deficiency in the CIA’s 
human intelligence (HUMINT, actual spies on the 
ground) capabilities. The agency’s Dari- and Pashto- 
speaking agents, known as ‘the Cadre’ during the Afghan- 
Soviet war, have become a rarity in recent years, and 
the homogeneous racial makeup of the CIA’s National 
Clandestine Service force leaves very few agents who 
can appear in Pakistani cities like Peshawar or Quetta 
in daytime—without turning heads. The HUMINT 
capabilities of the Punjabi-dominated ISI are not great 
either, when it comes to Pakistan’s overwhelmingly 
Pashtun Federally Administered Tribal Areas (FATAs) 
along the Afghan border. But they are far better than the 
CIA’s, and force the latter to rely heavily on Pakistani 
agents on the ground. 

The Pakistanis, however, do not trust the CIA 
any more than in the days of the Afghan-Soviet war. 
Consequently, they use the HUMINT limitations of the 
Americans to control their movements inside Pakistan, 
to the extent that CIA agents are “rarely allowed to leave 
[US] safe houses [or] compound|[s] by the Pakistanis”, 
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according to one former CIA agent with several years of 
experience in the region. 

To compensate for its HUMINT deficit, the CIA 
has resorted to air strikes by unmanned Predator drones. 
This program, which began in 2004 and was intensified 
after 2008, is carried out with the discreet consent of the 
Pakistani government. It aims to use the CIA’s limited 
intelligence collection to locate and assassinate senior al- 
Qaeda and Taliban officials, who are now mostly inside 
Pakistan. But the program has had limited success, having 
killed hundreds of civilians according to independent 
estimates. Its extra-judicial nature has prompted a 
severe backlash in Pakistan, with over 90 percent of the 
population disapproving it as “counterproductive” in 
terms of “winning the hearts and minds of people” in the 
tribal areas and beyond. 

These critical shortcomings have compelled 
the CIA to try to break free from the ISI’s HUMINT 


Instead of breaking up, the 
CIA and the ISI have opted 
for co-operating as little as 
practically possible, and 
even subverting each other 
in an underground low- 


intensity conflict. 
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domination, by trying to develop its own networks 
of informants inside FATA, sometimes in association 
with Arab intelligence agencies. But the suicide attack 
on December 30th, 2009, suicide attack at Forward 
Operating Base Chapman, which virtually annihilated 
the CIA presence in the Afghan region of Khost, points 
to the severe risks involved in that effort. 

The Pakistanis, too, have several complaints against 
the CIA. They accuse it of using Predator drones to 
secretly test the capabilities of Pakistani radar detection 
systems. It is also common knowledge that the presence 
of US stealth surveillance aircraft in Afghanistan is not 
aimed for use against the Taliban, who have no radar 
detection systems, but primarily against Iran and 
Pakistan. Moreover, Islamabad charges Washington 


with responsibility over the resurgence of the Afghan 
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heroin trade, which has risen exponentially since 2001 
and threatens to further destabilise the economy of the 
region. Fundamentally, the Pakistanis cannot understand 
why it should be their intelligence agencies, out of all the 
intelligence agencies currently operating in Afghanistan, 
that should desist from developing strategic ties with 
local warlords. 

The unresolved strategic differences between 
Washington and Islamabad, coupled with their mutual 
tactical dependency on the ground, are leading the 
downward spiral in intelligence relations between the 
CIA and the ISI. One commentator recently described 
it as “a bad marriage in which both spouses have long 
stopped trusting each other, but would never think of 
breaking up because they have become so mutually 
dependent”. 

Instead of breaking up, therefore, the two 
agencies have opted for co-operating as little as 
practically possible, and even subverting each other 
in an underground low-intensity conflict. Relations 
between them were described as “good” between 2001 
and 2003, even to the point that some CIA officials 
appear to have been prepared to overlook the ISI’s 
ongoing links with militant Pakistani group Lashkar- 
e-Taiba. But by 2007, the declining strength of the 
US-backed military government of General Musharraf 
widened the gap of mistrust between the two 
agencies, and by 2008 they were no longer sharing any 
actionable intelligence, not even on Predator drone 
strikes. In recent months, the inter-agency conflict 
has intensified to a stage of open war, with Pakistani 
counter-intelligence teams openly keeping tabs on 
US diplomats, refusing to renew diplomatic visas, 
and even coming close to expelling the US Deputy 
Ambassador to Islamabad, Gerald Feierstein, after he 
said publicly that senior Taliban and al-Qaeda leaders 
were operating in Quetta. 

Because of the asymmetrical nature of the conflict 
in Afghanistan and western Pakistan, the CIA and the 
ISI often determine the broad character of complex 
strategic alliances in the region, which tend to change 
rapidly and with little advance notice. Recent events 
from the Afghan-Pakistan borderlands show that the 
CIA and the ISI are increasingly finding themselves 
on opposite sides of the fence in an escalating conflict 
with no apparent end in sight. As the relations between 
them deteriorate, so does the fragile strategic alliance 
between the US and Pakistan. 


Understanding the Baloch 
insurgency 


Causes and consequences 


he ongoing violence in Balochistan is representative of the total 

alienation of the Baloch population from the Pakistani establishment. 

Schools in Balochistan have neither been singing the Pakistani national 
anthem nor flying the Pakistani national flag, instead the flag of independent 
Balochistan adorns most of them. A ‘package’ announced by the federal 
government in November 2009—and rejected by Baloch nationalists— 
shows that Pakistani policy-makers do not understand the Baloch grievances. 
The proposal to hand over the proposed cantonments in the province to 
Frontier Corps (FC) was akin to rubbing salt on Baloch wounds, for it has 
always been considered as a symbol of Islamabad’s continuing occupation of 
their land. 

The current spate of violence in Balochistan is the fifth since the region 
became part of Pakistan—under controversial circumstances—and comes 
three decades after the last one was put down by General Zia ul Haq in 
1979. Each insurgency has been more intense than the previous one and the 
organisational capabilities and the popular support for the insurgents have 
only increased with each insurgency. At the height of the last insurgency 
in 1973, 55,000 insurgents faced 80,000 Pakistani troops supported by 
Pakistani and Iranian air forces. More than 5,000 insurgents and over 3,300 
soldiers were killed over the next four years. The insurgents had hoped for 


a Soviet intervention, which never materialised. 


Revival 


General Zia granted general amnesty and rehabilitated most of the insurgents. 
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Thereafter a section of Baloch nationalists were always 
a part of the provincial government. The current 
insurgency started in 2004, during General Pervez 
Musharraf’s regime, when most of the nationalists were 
out of power in Quetta. The insurgents mainly targeted 
development activities and economic targets. Gas 
pipelines, railway tracks, bridges, power transmission 
lines, telephone exchanges, military and government 
installations were regularly targeted. 

In early 2005 a controversy over the rape of a 
lady doctor by a Pakistani army officer set off a bout 
of violence during which, in four days of fighting, the 
insurgents fired more than 14,000 rounds of small arms, 
436 mortars and 60 rockets. It took more than seven 
days to restore gas supplies to industrial units in Punjab 
and Sindh. 

This was followed by another round of pitched 
battle in Dera Bugti. A minor exchange of fire between 
the tribesmen and the FC personnel resulted in both 
sides firing rockets and shelling mortars at each other’s 
positions, as well as at the civilian population. A number 
of shells hit Nawab Akbar Bugti’s residential complex and 
the surrounding Hindu Mohalla. The day-long shelling 
claimed 60 lives, including 33 Hindus and eight FC men. 


Over 100 people were injured and houses and temples 
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were severely damaged. It appeared as if the security 
forces wanted to eliminate Nawab Bugti. In the event, he 
was killed by the Pakistani armed forces in August 2006, 
under suspicious circumstances. Both his killing and that 
of Nawabzada Ballach Marri in November 2007 indicate 
that the Pakistani military establishment continues to 
believe that the insurgency should be controlled by 
eliminating leaders, rather than coming to a negotiated 
settlement. 

After the February 2008 general elections there 
were expectations that the return of democracy would 
assuage the Baloch and the peace would return to the 
troubled province. The Pakistan People’s Party publicly 
apologised for past “atrocities and injustices” and Asif Ali 
Zardari travelled to Quetta to try to bring the dissidents 
on board. However, the subsequent killing of Baloch 
nationalists indicated that the military establishment 
takes its own decisions, independent of their ‘political 
masters’. Baloch outfits declared a unilateral ceasefire 
in September 2008, but the absence of any meaningful 
initiative by the Pakistani government forced them 
to resume their armed struggle. Since 2009, Pakistani 
security forces have killed many second rung leaders of 
the Baloch movement. However this approach has deeply 


alienated a significant section of the Baloch population, 


perhaps permanently. 


Causes 

There is a deep-rooted alienation of Baloch population, 
who feel that they have been denied representation in the 
government, which is consequently perceived as alien. 
There are hardly any Baloch in the top army or federal 
government jobs. Even most of the provincial jobs are 
held by outsiders. At around 33 percent, unemployment 
in Balochistan is far higher than the overall national 
average of 19 percent. 

There is also the case of perceived economic 
exploitation by Islamabad, wherein the Baloch charge 
that their natural resoruces are being exploited without 
commensurate compensation. A case in point is natural 
gas from Sui, which was being supplied to almost all 
the households and industries across Pakistan save 
Balochistan, till General Zia decided to set up a corps 
headquarters in Quetta. 

The Baloch fear being marginalised in their own 
province by the rising influx of Pashtuns, Punjabis and 
others. This feeling of being reduced to a minority 
has also led them to oppose the mega projects being 
undertaken, as these are perceived as instruments to 
facilitate the colonisation of their land. The Gwadar 
port project caused great heartburn as the Pakistani 
establishment claims that the city will become another 
Karachi, implying a large-scale influx of outsiders, as 
the population of Karachi is larger than that of entire 
Balochistan. To aggravate the problem, Gwadar has been 
connected to Karachi via a coastal highway but not to 
the Baloch hinterland, thereby denying the province any 
benefit from the new port. It is doubtful that the rest of 
the province will derive any benefit from the new port. 
The absence of genuine federalism and the province’s 
lack of any worthwhile decision-making powers have 


further exacerbated the alienation. 


Foreign Support 

An insurgency of such magnitude cannot be sustained 
for so long without foreign assistance. The Pakistani 
media has been agog with rumours of Indian, Iranian, 
Afghan and even a Russian hand in the insurgency. 
These countries do not have the wherewithal to support 
the insurgency. At the same time, Baloch interests 
converge with that of the United States. Instability in 
the region undermines Gwadar’s utility and diminishes 
the prospects of a Chinese maritime facility close to the 


Persian Gulf. Besides, as long as Balochistan remains 


in turmoil, the Iran-Pakistan-India pipeline, which US 
opposes, cannot materialise. The Baloch insurgency 
can also destabilise Iran. In any case, a sovereign 
Balochistan provides access to Afghanistan and Central 
Asia independent of Iran and Pakistan. Rising Baloch 
nationalism has also rolled back the Taliban influence 
in Balochistan. Although it is unlikely that the United 
States wants to break Pakistan up, it might however, 
like to keep the option open in case future Pakistani 


regimes are not so accomodative. 


Insurgent Tactics 

The insurgents realise that they will easily be 
outgunned by the security forces in face-to-face battles. 
They understand that their greatest strength is the 
inhospitable terrain of Balochistan. As the Pakistani 
army cannot live off the land in this arid region, it is 
dependent on long lines of communications to sustain 
themselves. The insurgents are therefore targeting 
the infrastructure links with the aim of delinking 
Balochistan from the rest of Pakistan. They have even 
gone outside Balochistan to target the infrastructure. 
The insurgents appear well-versed in military craft and 
are flush with arms and ammunition. They have been 
prompt in claiming responsibility for any act of violence 
perpetuated and seem to be proficient in the entire 
gamut of psychological operations. The insurgents 
have also attempted to instigate other ethnic minorities 
against perceived Punjabi domination with the aim of 


widening the conflict. 


Implications 

Unlike previous insurgencies, all major tribes are on 
insurgents’ side. The insurgency may therefore linger on 
and deter foreign investors from investing in Pakistan. 
A prolonged insurgency will delay mega projects being 
undertaken in the province to the point of making some of 
them unviable. As far as India is concerned, a prolonged 
insurgency that ties down Pakistani troops within 
the country will diminish their capability to sponsor 
terror across the borders. Large-scale disturbances in 
Balochistan may force Pakistan to import petroleum 
products for the Punjabi heartland directly from Indian 
refineries and be more accommodative towards regional 
economic integration and the South Asian Free Trade 
Agreement (SAFTA). The drawback for India is that the 
security environment prevents gas pipelines from Iran 
and Central Asia from materialising, reducing options 


for India’s energy security. 
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Drone strikes are popular 


FARHAT TAJ of the Center for 
Interdisciplinary Gender Research of the 
University of Oslo challenges Pakistani and 
US media reports about the civilian casualties 
in the drone attacks in Waziristan claiming 
that those estimates were fabricated by the 
pro-Taliban and pro Al-Qaeda elements in 
Pakistan as part of their propaganda against 
the US. In an op-ed in Pakistan’s The Daily 
Times, “Drone attacks: challenging some 
fabrications” she claims that the people of 
Waziristan had suffered under occupation 
by the Taliban and the al Qaeda and hence 
welcomed the drone attacks as a means of 
getting rid of their oppressors through the 


precision strikes. 


_——— er ee 
US needs its nukes 


FRANKLIN C MILLER of the Schlesinger 
Task Force for Nuclear Weapons 
Management argues that nuclear weapons 
would continue to have a role in US 
national security strategy and that the 
US would need to maintain a modern 
and credible nuclear deterrent. In a Lowy 
Institute Perspectives article, “The vital place 
of nuclear weapons in 21st century US 
national security strategy”, he writes that 
the US needed a credible deterrent that was 
always perceived as safe, secure, survivable, 
capable and should maintain strategic force 
levels over Russian and Chinese theatre 
arsenals that would enable US allies have 
confidence in US decision-making. 


i 
Schelling questions Zero 


THOMAS Cc SCHELLING, Nobel 
laureate and eminent game theorist, 
expresses scepticism about global nuclear 
disarmament and argues that such an order 
would not necessarily be safer than the 
current nuclear deterrence based order. 
In an article in Daedalus, “A world without 
nuclear weapons?”, he states that global 
nuclear zero would mean a world wherein 
about a dozen countries would have hair- 
trigger mobilisation plans to rebuild nuclear 
weapons, commandeer delivery systems, 
and plans to target others’ nuclear facilities, 
with practice drills and secure emergency 
communications and that every crisis would 
be a nuclear crisis, and any war could 
become a nuclear war. 
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No more an oxymoron? 


SHEN DINGLI, of the Shanghai Association 
of International Studies proposes a 
programme of nuclear threat reduction 
entailing a vision of zero nuclear weapons 
as well as de-emphasis of the role of 
nuclear weapons in geopolitics and an end 
to threatening nuclear postures in order 
to promote nonproliferation and global 
security. In a Lowy Institute Perspectives 
article, “Toward a nuclear weapons free 
world: a Chinese perspective”, he states 
that although China has shied away from 
its earlier statement about commencing 
nuclear disarmament when the strategic 
arsenals of the US and the Soviets were 
halved, he cites its stance on the CTBT and 
the FMCT as indications of its intentions to 
contribute as a responsible stakeholder. 


aaa] 
International financial services 


MUKUL G ASHER & AZAD SINGH BALI 
argue that it is an opportune time for India 
to develop international financial services. 
In an article in DNA, they point out that 
the need for this is primarily domestic and 
that in time, as financial and capital markets 
“acquire greater depth and size...India could 
consider serving the needs of international 
clients”. They advocate developing financial 
centres beyond Mumbai to locations such as 
Gujarat International Financial Tech-City 
(GIFT) that can play complementary roles. 
They call for the implementations of the 
recommendations of the Mistry report, the 
Raghuram Rajan committee report (2008) 
and the upcoming 13th Finance Commission 
report. 


SSS 
New world economic order 


JIM O’NEILL, chief economist at Goldman 
Sachs reviews the durability of the BRIC 
economies through the economic shock and 
examines how the crisis had benefited each 
of the BRIC economies and what they would 
need to do to further increase momentum. 
In an article in Newsweek, “BRICs are Still on 
top”, he predicts that the G20 would have a 
larger role in conflict reduction in the future 
and that a new multipolar global currency 
system would allow greater diversity in 
global trade and investment and mitigate the 
global imbalances that have arisen out of the 


dependency on the dollar. 


a || 
With Great Power .... 


DOMINIQUE MOIS], advisor of the French 
Institute of International Affairs (IFRI) and 
visiting professor at Harvard University 
asserts that if'a G3 ever became a reality, the 
only serious contender to join the US and 
China was India and not the EU because of 
what he terms Europe’s Lilliputian instincts. 
In an article in the Japan Times, “Recognizing 
confident India as indispensable”, he states 
that the period when India was forgotten by 
the world and when India could forget the 
world was past. He also counsels India to 
take increasing responsibilities for regional 
and world security. 


—— i F| 
PakAf War 


Frederick W Kagan, of American Enterprise 
Institute declares that the war against the 
network of Islamists in South Asia was 
now a two-front war wherein terrorist 
groups had to be fought in both Pakistan 
and Afghanistan. In an article for The 
Weekly Standard, “The Two-Front War”, 
he praises Pakistan for showing surprising 
determination and competence in its struggle 
against the Pakistani Islamists and calls upon 
the US to show similar determination in its 
struggle against the Afghan Taliban. 


aay] 
Military voice 


MADHAVI BHASIN, visiting scholar at 
the Center for South Asia Studies at the 
University of California, Berkeley states 
that the recent media pronouncements by 
the Indian military chiefs suggested that the 
armed forces craved a voice in the national 
strategic dialogue, which has so far been 
denied to it. In an upcoming article, “Indian 
Military Seeks a Holistic Role” she highlights 
recent incidents to buttress her argument 
that the chiefs of the different military wings 
have discreetly found ways to counter the 
prevailing insulation of the Indian military 
from a holistic role in designing the national 
defence strategy. Ml 
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—SSESEEeEeay 
Yemen transfer 


Mohammed bin Howaidan in UAE’s al- 
Bayan writes about al-Qaeda’s expansion 
into Yemen. He points out that a base in 
Yemen is important to al-Qaeda as it is 
under tremendous pressure from coalition 
forces in Afghanistan and Pakistan. He 
draws parallels between the political 
climate of Afghanistan of the 1990s and 
today’s Yemen, saying that the ongoing 
civil war in Yemen, a weak government, 
and mountainous terrain make it conducive 
to expanding al-Qaeda’s base. He believes 
that the organisation, under pressure in 
Afghanistan and Pakistan, wants to draw 
the United States into an imprudent war in 
Yemen to further strain the US economically 
and militarily. 


| 
Generally perturbed 


A January 13, 2010 opinion piece in 
Pakistan’s Jang criticises India’s army chief 
for allegedly declaring that India could fight 
a two-front war with Pakistan and China at 
the same time. The article says that General 
Kapoor’s statements were a reaction to 
burgeoning Sino-Pakistan strategic ties, 
which has yielded the JF-17 Thunder multi- 
role combat aircraft and F-22P frigates, 
which pose a threat to India’s ambitions. 
It goes on to say that India is interested in 
creating a rift between China and Pakistan 
and has engineered a number of attacks 
within Pakistan, including the killing of 
French naval engineers and fomenting 
suicide attacks. The article, while unsure 
as to the reason the general’s alleged 
statements, advises calm, and says Pakistan 
is equipped to handle any threat from India. 


SSS 
Costly insult 


In Lebanon’s An-Nahar Randa Haider 
criticises Israel’s handling of the ongoing spat 
with Turkey, which began with Israel taking 
objection to how the country was portrayed 
in the Turkish TV show Valley of the Wolves. 
The Turkish ambassador was summoned by 
the Israeli foreign ministry, wasn’t greeted 
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and was made to sit on a low sofa. Later, 
the Israeli foreign minister explained that 
the humiliation was intentional. The author 
believes that deteriorating relations between 
the two countries could affect Turkey’s 
mediation between Israel and Syria. Israel’s 
attacks in Gaza have already affected Turkish 
interlocution between Israel and Hamas. 
The author feels that Israel needs Turkey 
more than Turkey needs Israel, and that 
Israel will eventually look to soothe tensions 
and put aside differences. 


i 
Brotherly Bengalis 


Kurshid Nadeem writes in Pakistan’s 
Roznama Ausaf about the recent visit of the 
Bangladeshi Prime Minister, Sheikh Hasina 
to India and the signing of five bilateral 
agreements on trade and security. The 
author feels that India treats South Asia as 
its own domain and desires to bring smaller 
South Asian countries under its influence; 
however, Bangladesh has always been a 
problem for India. The writer feels that 
the advantage Pakistan enjoyed over India 
during the reign of Khalida Zia has faded 
because India has always tried to engage 
Bangladesh (he points to India providing 
quotas to Bangladesh students in Indian 
universities as an example), while Pakistan 
has frittered away its leverage in Dhaka. 
He cautions against more complacency in 
Pakistan’s approach towards Bangladesh. 
The author sees opportunities for growth in 
Pakistan-Bangladesh relations; he feels that 
the ordinary Bangladeshi harbours neither 
love nor resentment towards Pakistan, 
despite the events of 1971. 


St 
Who’s in charge? 


In Nawa-i-waqt on December 30, 2009 
Bashri Rehman is critical at the lack of 
leadership of the political class during in 
the immediate aftermath of the violence in 
Karachi last month—there was neither any 
relief provided to victims nor was there 
any concrete effort to pursue those who 
were responsible. The author asks what the 
government is doing in terms of tougher 
laws and regulations, and law enforcement 
agencies to counter this scourge of 


terrorism. The author concludes that 
Pakistan’s politicians are leaders in name 
only, who spend their time not trying to 
assist the country, but trying to secure their 
own political careers. 


el 
Flight of fancy 


The January 2, 2010 editorial of Pakistan’s 
Nawa-i-wagqt is critical of the Aman ki Asha 
peace initiative launched by two news 
media groups in India and Pakistan. The 
editorial asks how there can be peace 
between the two countries without the 
resolution of basic disputes and without 
there being a mutual respect for freedom 
and sovereignty. Labelling it a hypocrisy, 
the editorial claims that the initiative is 
motivated to spread liberal culture in 
Pakistan at the expense of religion. It also 
alleges that emphasis has not given to the 
resolution of the Kashmir dispute in the 
charter of this peace initiative. Ml 


In Parliament 


The estimated legislative agenda for 2010 


arliament will reconvene in February with the President’s address on 
the government’s agenda for the year. The first UPA government 
started off with a number of reform-oriented bills. Many of these 
were not passed as they faced opposition from the Left parties. The BJP 


supports several of these Bills. 


The financial sector 

The Pension Bill was introduced in 2005, and in the absence of 
parliamentary approval, has been implemented through executive order. 
The pension authority has entered into contracts with pension funds and 
other intermediaries which have agreed to be regulated. It is imperative that 
the regulator is provided statutory powers, and the anomaly of regulation 
through contract is corrected. 

The government has introduced two Bills regulating insurance 
companies. One bill raises the limit for foreign shareholding to 49 percent 
and increases capital requirements. The other increases the equity capital 
of the Life Insurance Corporation of India and permits the government to 
reduce sovereign guarantee on its policies. Both bills are now pending in 
Parliament. 

Commodity derivatives are currently banned in India—the futures 
markets function under the broad umbrella of being forward contracts. A 
Bill was introduced in 2006 to permit commodity derivatives. That Bill 
also strengthens the regulator and requires commodity exchanges to be 


corporatised and demutualised— in short, aligns it to that for equity markets. 
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That Bill has lapsed and will likely be reintroduced. 

The microfinance sector does not have uniform 
regulation. The Microfinance Bill, 2007 has lapsed. It 
proposed to set up NABARD as the regulator, prescribe 
prudential norms and disclosure requirements, and 
permit these entities to accept savings deposits. The 
lapsed Banking Regulation Amendment Bill that 
proposed to amend the norms for takeover of banks and 


redefine related part transactions. 


The broader corporate sector 

Two bills—the Companies Bill and the Direct Taxes 
Bill—have wide implications. The Companies Bill 
replaces the existing 1956 Act. It seeks to shift the 
onus of regulation and oversight over management 
away from management and towards shareholders. It 
strengthens corporate governance norms, increases 
shareholder control in some cases, and creditor powers 
on restructuring plans. It also enhances some penalties 
and establishes special courts. 

The Draft Direct Tax Code was released last 
year, and seeks to replace the Income Tax and Wealth 
Tax Acts. Its main thrust is to simplify the tax code, 
remove exemptions, lower tax rates, and reform tax 
administration. Some provisions have seen criticism— 
such as a minimum alternate tax based on assets, taxation 
of all savings at withdrawal, and treatment of double 
taxation treaties. The finance minister has indicated that 
he intends to introduce the bill this year, and wishes to 
bring in into effect from April 2011. 


The justice system 

The law minister has released a vision document to 
reduce the backlog of cases. One Bill towards this end 
has been introduced—it seeks to allow High Courts to 
directly take up all commercial cases in which the value 
at dispute is over Rs 50 million. The Bill was passed 
by Lok Sabha, and is now being examined by a select 
committee of Rajya Sabha. 

Three issues relating to accountability of judges 
have come under the scanner. First, the disclosure of 
assets by judges: a Bill was drafted that required judges 
to disclose their assets to the Chief Justice but not to the 
public. Facing opposition from Rajya Sabha MPs, the law 
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minister decided not to introduce the Bill. Second, the 
process of impeachment of judges: a Bill introduced in 
2006 permitted any person to file a complaint against a 
judge. The complaint would be investigated by a judicial 
council which would then recommend any further action. 
That Bill has lapsed. Meanwhile, impeachment motions 
have been instituted against two high court judges. 
Third, the process of appointment of judges has seen 
public debate, in particular after the Justice Dinakaran 
episode: the law minister has indicated that he would 


be introducing a judges standards and accountability bill. 


Education 

The right to elementary education bill has been passed. 
The higher education sector has also received reform 
proposals from the National Knowledge Commission 
and the Yash Pal Committee. Watch out for bills that 
permit entry of foreign universities and that provide for 


a regulator for all institutions of higher education. 


Social sector 

NREGA was the landmark social sector legislation of 
UPA government. The government had also passed an 
enabling bill for providing social security for unorganised 
sector workers. Two bills with far reaching impact are 
in the works. The Food Security bill guarantees every 
family below the poverty line 25 kilogram of rice or 
wheat per month at Rs 3 per kg. The National Health Bill 
lays down the obligations of the government to provide 
certain minimum standards of access to healthcare and 


factors affecting health such as safe water. 


Reforms and resolve 

This year will be a test the government’s reform 
credentials. The second UPA government is not likely 
to tackle the politically tougher decisions such as reforms 
related to labour, power and retail trade that can have 
significant contribution to productivity growth. But 
even the easier task of legislative action in the areas 
outlined above—in which its stated objectives are similar 
to that of the BJP—can improve the quality of economic 
growth. It is to be seen whether government utilises this 
window of opportunity to pass laws that could further its 


stated agenda of sustainable and inclusive growth. 


Over the legal limit 


Actual soending makes a mockery of the 
election exoenditure limits 


t has long been argued that the current limit on election expenses of Rs 
[> lakhs (around $55,000) for contesting the Lok Sabha elections and 

Rs 10 lakhs for the state assembly elections are too low and impractical. 
Political parties and candidates have asked for raising these limits for a long 
time. Some have asked for doubling it or even getting rid of it altogether. 
During the 2009 Lok Sabha elections, the media consistently reported that 
candidates were spending money way beyond the limits, often to the tune of 
several crores. An analysis of the expense statements filed by candidates with 


Election Commission, though, tells a different story. 


Non-filing or under reporting of expenses 

An analysis conducted by the Association for Democratic Reforms (ADR) 
based on the expense summaries of 6,753 candidates out of the 8,028 
candidates that contested the Lok Sabha elections shows interesting patterns. 
Though the law provides for mandatory filing of expenses within 30 days 
of election results, 19 percent of the candidates had not filed their expense 
statements even 8 months after the elections. These include not just the 
“non-serious independent candidates,” but candidates of several mainstream 
parties. 

Amongst the major parties, 64 candidates from the Bahujan Samaj Party 
(BSP), 13 from the Bhartiya Janata Party (BJP) and 7 from the Congress Party 
(Congress-I) have not filed their election expenses. Two elected candidates 
from West Bengal—Kabir Suman from (Jadavpur) and Choudhary Mohan 
Jatua (Mathurapur), both of the All India Trinamool Congress (AITC)—have 
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not filed their expenses. 

A single quarter-page advertisement during 
elections in one newspaper can cost anywhere between 
Rs 50,000 to Rs 5 lakhs. A single billboard of average size 
can cost more than a lakh for a couple of weeks. There 
were complaints that advertising space both in the media 
as well as on billboards was completely sold out. Just 
this cost would have taken the expenses of the contesting 
candidates beyond the prescribed limit. In addition 
to advertising, there are rallies, posters and other 
paraphernalia. However, most candidates have shown 
that they spent way less than Rs 25 lakhs during their 
entire campaign. Around 16 percent of the candidates 
have shown that they spent less than Rs 25,000. Only 
four candidates have shown expenses more than the 
expense limit (and thereby risk facing action from the 


Election Commission). 


Average expenses of candidates are nowhere close to 
prescribed limit 

When analysed party wise, the average expense of 
candidates of all parties was only between 50-55 
percent (or less) of the maximum limit of 25 lakhs. 
The accompanying chart shows the average election 


expenses, by political party. 


AVERAGE (FILED) ELECTION EXPENSE, IN RS. LAKHS, BY PARTY 


1 
| | 
PM tw [ iT ih [ 


When analysed state-wise, in none of the states 
did the average spending reach even 50 percent of the 
expense limit. The highest it reached was 48 percent in 
Lakshadweep. 

On the other hand, there were about 700 candidates 
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who declared their election expenses to be more than 
their assets. This includes 150 candidates who declared 
zero assets but have declared expenses, some in several 


lakhs of rupees. 


The law on expenses 

The limit of 25 lakhs includes everything that a candidate 
can spend in the elections, from personal funds, 
contributions by supporters, funds raised by the general 
public and the support given by political parties. It also 
includes money spent on the behalf of a candidate by 
friends and family. The only expense it does not include 
is the money spent on “travel of leaders of the political 
parties”. 

The election law also provides for punishment for 
not filing, under-reporting, or exceeding the expense 
limits. For not filing, the Election Commission can 
disqualify a candidate from contesting elections for 
3 years under section 10A of the Representation of 
Peoples Act (RPA). This does not seem to have deterred 
the candidates since they contest elections only every 5 
years. 

Both under-reporting or exceeding the expense 
limit are defined as a ‘corrupt practices’ under section 
123(6) of the RPA and can attract penalties of both a jail 
term and a fine. Any voter or candidate can challenge a 
candidate’s win on a ‘corrupt practice’ within 45 days 
of the result by filing an election petition at the High 
Court. Not much can be done against the candidates 


who have lost, however. 


Possible Solutions 

Election expense statements are the only instruments 
available in the system to address the excessive use of 
money power in campaigning. The stipulated time for 
filling the expense statements by the candidates should 
be reduced from the current 30 days to 15 days. This 
will give the public and the opposition candidates 
more time to examine the expense details. Also, 
these expenses should be made available online by the 
Election Commission to make it easier for anyone to 
view them. When a spokesperson of a national party 
was asked about the non-filing and the under-reporting 
of the expenses by his party, he simply shrugged it off, 
saying that this was an issue between the candidate 
and the Election Commission. In the absence of inner 
party democracy, political parties should also take 
responsibility for the behaviour of the candidates that 
they field. m 
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